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U.A.E. KEY ECONOMIC INDICATORS 
US$ 1.00 = 3.95 Dirhams (1976); 3.90 Dirhams for 1977 and 1978 


Income, Production and Employment 1976 1977 % Change 1978 
GNP Current Prices 1 10,000 11,900 1 12,000 
Per Capita GNP Current Prices $12,300 $13,900 -4 $13,300 
Crude Petroleum Production 

(millions of barrels) 712.6 729:.5 -13 636 
Value of Crude Petroleum Exports 1 8,245 9,143 -13 7,900 
Government Revenue 1, 2 7,000 7,800 -14 6,700 

Abu Dhabi 1, 2 5,900 6,530 -17 5,380 

Dubai 1 1,065 12S 5 

Sharjah 1] 35 27 -26 
Labor Force (thousands) 3 340 375 15 
Avg. Unemployment Rate (%) 2 2 0 


Money and Prices 
Money Supply (Overall Domestic 
Liquidity) 1, 4 
Interest Rates (Av. Lending) 
(Av. Time Deposit) 
Indices: 
Wholesale Price (1974=100) 
Cost of Living (1974=100) 


Balance of Payments and Trade 
Official Gold and Foreign Exchange 
Reserves 1, 5 mJ 824 900 
External Public Debt 1,6 D( 1,400 2,200 
Annual Debt Service 1,6 130 240 
Balance of Payments 1 2 L350 0 
Balance of Trade 5,416 5.7 4,700 
Exports 504 9,497 8,500 
Exports to U.S. 5 3: 1,810 2,000 
U.S. Share (%) z 19% 24% 
Imports (F.0.B.) 3,132 4,060 6 3,800 
Imports from U.S. (F.0.B.) 425 515 5 490 
U.S. Share (%) / 13% 13% 





- All indicators are estimates, except 1976 and 1977 petroleum production, 
money supply, interest rates and export and import data. 


In millions of dollars. 

Includes payments by oil companies to Ruler of Abu Dhabi and "profits" of 
ADNOC as well as government tax receipts. 

Official 1977 population was 862,000. A 6% growth rate is assumed. 
Includes private domestic liquidity plus government deposits in local and 
foreign currencies. ; 
As reported in IMF Internaticnal Financial Statistics. Does not include 
investment portfolio assets held by individual Emirates. 

Refers to other Emirates. UAE and Abu Dhabi have no public debt. 





1977 Imports from US: transportation equipment ($160 million) ; iron/steel pipes, 
angles, etc. ($50 million); construction equipment ($40 million). 





SUMMARY 


Small and controlled growth is foreseen over the next year as the UAE 
economy emerges from a business turndown brought on by overstimulated ex- 
pectations of continued rapid expansion. Now, with its economic self- 
confidence jostled for the first time since 1974 by a recent recession, 
the UAE is in the mood for taking stock of its position and prospects. 
Inevitably, its concern has focused on the future revenues from oil and 
gas sales and has led to a new policy of increased exploration as well 
as conservation, highlighted by a 16% cut-back in 1978 Abu Dhabi oil pro- 
duction. This policy will mean $1.3 billion less export sales in 1978 
and less investable surplus in the near term. It should induce a 

greater degree of realism in business expectations and government planned 
spending. 


Since most physical infrastructure work has been at least launched, local 
business attention will now center more on productive domestic investment, 
especially supplying equipment and services to oil and gas projects. 
Following the change in mood after the recession, Abu Dhabi, although not 
Dubai, is increasingly restricting new business opportunites to local 
citizens, as a certain "business nationalism is coming to the fore. 

This tendency, if continued, would favor joint ventures or service con- 
tracts rather than subsidiary operations for US. business here. Even if 
the overall growth of the economy is moderate, US. business, strong in the 
oil and gas industries can be expected to do well in the next several 
years. 


Reflecting high import levels and Abu Dhabi's oil production cut-back, 
the UAE in 1978 will no longer be a significant balance of payments sur- 
plus country. In order to finance industrial, gas and oil projects, UAE 
borrowers are expected to tap the international markets during the next 
several years. In these circumstances, Abu Dhabi's $1.2 billion foreign 
aid program is likely to be increasingly criticized, as pressures mount 
to give priority to domestic investments as well as modest expansion of 
the UAE foreign investment portfolio for the day when energy-derived 
income is depleted. A conservative foreign investment strategy is likely 
to continue,with considerable movement out of the dollar into the yen 
and DM until decision-makers judge that the dollar's fall has stopped. 





CURRENT ECONOMIC SITUATION AND TRENDS 


The principal fact of 1978 economic life in the United Arab Emirates, a 
federation of seven traditional Arabian peninsular shaikhdoms, is that 

the post-1973 boom has flattened out. Substantial amounts of oil income 
will continue to be spent on imported goods and services in the area's 
drive to bring itself into the modern world. 1977 imports were $4.01 
billion, 67% over the 1975 figure and an increase of 30% over 1976. None- 
theless, a watershed has been reached, and imports are expected to stabi- 
lize as inventories are drawn down. Expectations have been revised 
downwards as a new mood of introspection and attempted realism is the 
order of the day. 


Oil Revenue Continues to Fuel Economy 





The UAE economy, although rapidly developing in the service sector, re- 
mains heavily dependent on oil revenue. Almost all government revenue 
derives from the sale of crude oil and government spending is the motor 
of the economy. The combined value of crude oil exports of the UAE's 
three oil producing emirates was $9.14 billion in 1977, an increase of 
11% from 1976 levels. Abu Dhabi has mandated a 16% cut-back in 1978 
allowable production which, assuming no price increase in 1978, would 
cause Abu Dhabi's export sales to fall by $1.3 billion from $7.7 billion 
to $6.4 billion. This decline, in response to conservation pressures 
and the world's current excess oil production capacity, represents a new 
era in the UAE's recent economic history. For the first time, the value 
of crude petroleum exports may not rise. 


Although Abu Dhabi has cut back overall oil production in 1978 by 235,000 
barrels/day, the UAE 1978 allowable production still will be about 1.83 
million barrels/day. The UAE's high quality crudes are saleable even in 
a soft market and 1978 production should be close to allowables. UAE 
exports to the US in 1978 will probably account for about 6% of US 
imports of crude oil and products and 254 of UAE oil exports. 


As can be seen from the economic indicators, the majority of revenue 

from oil accrues to Abu Dhabi with $6.53 billion estimated income in 1978, 
followed at a distance by Dubai with $1.24 billion and Sharjah with about 
$20 million. Since each emirate is responsible for its own oil and 
financial affairs, use of this money will continue to be determined by 
individual emirate Rulers and their governments. Abu Dhabi, due to its 
wealth, is in a class by itself: it can pursue simultaneously physical 

and social infrastructure, foreign aid, foreign investment and new oil 

and gas investments. Other emirates are less fortunate. Dubai is using 
its oil income to pay for the infrastructure developments which it hopes 
will give it an industrial and trading base when oil revenues are 

expected to be seriously depleted in about ten years. While other emirates 
are energetically seeking oil or gas finds to enable them to become self- 
sufficient, prospects to date have not been very encouraging. The emirates 
apart from Abu Dhabi have been borrowers on international markets, and 

some may have assumed as much debt as they can presently handle. 





In 1978, government spending will remain at a relatively stable level. The 
1978 $2.7 million federal budget is a document principally reflecting a 
determination to consolidate and complete last year's expanded federal 
government effort. This year's budget, excluding foreign aid which is 
absent from the 1978 budget, shows only a $296 million increase over 1977's 
figures. Given an inflation rate of 15%, this means that little if any 
real growth in government spending is likely. Most of the increased 
expenditures are accounted for by rises in salaries to keep pace with 
inflation, increased defense expenditures, and an increased subsidy for 

the UAE university. The budget has deliberately slowed down projected 
growth at the federal level in an attempt to hold down inflation and to 
give UAE leaders time to ponder the direction which they wish their soci- 
ety to take and achieve a consensus among themselves about the role of 

the federal government in achieving that goal. Each Emirate is called on 
to contribute a proportionate share of its revenues to the federal budget, 
but Abu Dhabi will again bear almost all of the weight of this year's 
federal budget. 


Since each emirate also has its own budget (Abu Dhabi's is slightly in 
excess of $2 billion), the addition of individual emirate budgets means 
that overall planned government expenditures should surpass $6.0 billion 
during the period of this report. Due to a sluggish bureaucracy and 
other bottlenecks, however, actual spending will probably be about 75% 

of that figure. Because many capital expenditures for previously agreed- 
upon projects have lagged (only 51% of the $285 million federal 1977 
capital budget was actually spent), the emphasis in 1978 and probably 
well into the future will be on project completion at both the emirate 
and the federal levels. 


Emerging from Recession Economy Looks to Moderate Growth 





The UAE economy is emerging from a mild recession resulting from, in the 
words of the Currency Board Bulletin, "an overestimation of the size of 
local markets and the future rate of expansion in the demand for goods 
and services." A "boom" psychology fueled by large scale government 
infrastructure projects and a corresponding growth in private spending 
led to rampant inflation, speculation, easy credit policies and poor 
banking sector supervision. Monetary growth was rapid @verall domestic 
liquidity increased from $3.9 billion to $6.8 billion from 1975 to 1976). 
Inflation was estimated by the Currency Board at 40% in 1976. 


Hopes for such continued growth were unrealistic. The size of the local 
market is limited by its 862,000 population and infrastructure require- 
ments are finite. Many high-rise buildings in particular came on-stream 
in 1977 causing an excess supply in the housing sector which caused a 
ripple effect through all construction and trade sectors. Two banks 
failed and a serious credit squeeze was imposed causing a liquidity 
crisis in local business and numerous bankruptcies. 





Inflation has been moderated considerably due to the slackening demand 
across the board and lowered transport costs due to the clearing up of 
port congestion. Abu Dhabi Emirate also has been very slow to pay its 
local bills, frequently four or five months after presentation. Some 
companies still have significant accounts receivable. The Currency Board 
credit squeeze has also cut inflation significantly. In response to 
widespread merchant protest, the credit squeeze was loosened in February, 


1978. 


The effects of government spending and loosened credit are now being 
felt and the UAE is now emerging from the turndown. Apartments are 
being rented and imports are climbing back to pre-recession levels. Abu 
Dhabi-induced spending is the key. Although a moratorium has been set 
on government projects in Abu Dhabi in 1979, the emirate is planning to 
spend $1.7 billion in 1978 to complete already existing projects compared 
to $1.4 billion in 1979 and $1.1 billion in 1976. Considerable monies 
are also beginning to be spent by the Abu Dhabi National Oil Company 
(ADNOC) on new energy-related projects at Ruwais and the off-shore Upper 
Zakum field whose budget for 1978 will be $1 billion. Total investment 
in these two projects along by 1985 is not yet firmly fixed, however, it 
will be in the $7-14 billion range. Dubai's investments, over a billion 
dollars in Jebal Ali in 1977, are also important. 


Best New Opportunities Lie in Oil and Gas Projects 








In the aftermath of the business turndown, world-wide oil excess supply 
and the launching of major infrastructure projects, businessmen are 
seeking a new commercial focus in the UAE. The search is increasingly 
concentrated on those areas in which the most productive investments 
may be made -- oil and gas. 


This has led to significant new oil and gas ventures which represent 
the most active segment of local business and offer clear opportunities 
for well-qualified American companies. The most active competition in 
this field are the French whose willingness to participate in management 
of the new enterprises on a joint-venture or a management fee basis is 
leading to a greater share of this lucrative market for their firms. 


The two significant ventures in which notable commercial opportunities 

are present are the development of the Upper Zakum off-shore field and 

the Ruwais industrial complex. The Upper Zakum field is presently in 
production at 50,000 barrels a day by ADMA-OPCO (the Abu Dhabi Marine 
Areas Operating Company). However, ADNOC plans to expand the field's 
capacity to 350,000 barrels/day by 1982 and 500,000 barrels/day by 1984. 
(Field capacity may ultimately be as high as 1 million bpd.) This planned 
expansion will require at least $4 billion in expenditures including the 
construction of an island tanker terminal at Zirku Island whose capacity 
may reach 1.3 million barrels/day (one already exists on Das Island). 
ADNOC has formed a company - ZADCO (the Zakum Development Co.) - to under- 
take the venture. While the Japanese Oil Development Co. (JODCO) holds 

a 12% of the equity, ADNOC's other traditional oil company partners have 





declined to participate. The French National Oil Company (CFP) holds a 
management contract for the project for ZADCO, as well as for two smaller 
fields. 


At Ruwais, 100 miles west of Abu Dhabi city near the present Jebal Dhanna 
oil export terminal, ADNOC is creating a major industrial complex in- 
cluding an on-shore gas gathering and processing plant, a refinery, and 
associated infrastructure. This gas gathering project currently estimated 
to cost $1.6 billion by 1981 is designed to process associate gas, now 
being flared into 3 million tons/year of liquified petroleum gas (i.e., 
propane and butane) and 2 million tons/year of condensate (natural gaso- 
line liquids) for export. It will be the spur for the creation of an 
entirely new city, port and industrial complex. The design and construc- 
tion supervision of the overall project has been split into four parts - 
Bechtel, under the supervision of Shell, is responsible for the 
fractionation facilities; Saipem, under Shell, for jetty and loading 
facilities, Bechtel and Fluor, under CFP, for the extraction plants; and 
Crest (U.K.), under ADNOC, for the piplines. 


ADNOC expects that work will be underway at Ruwais for the next 10-12 
years. While the final decision about the scale of the Ruwais complex 
has not yet been made, ADNOC is already committed to about $3 billion in 
expenditures, with an additional $7 billion possible by 1990 if other 
projects come to fruition. A contract for a 120,000 barrel a day refinery 
costing $500 million has been awarded to Snam Progetti of Italy to be 
completed by 1981. A $400 million ammonia and urea plant design contract 
has also been given to Creusot-Loire of France, although a decision to 
build has been deferred for at least a year. Since Ruwais had nothing 
previously, infrastructure requirements are substantial and are likely 

to range from $2 to $6 billion depending on the ultimate number of indus- 
trial projects undertaken. At present, three major shipping terminals 
are envisaged (an LPG, and LNG and a general bulk terminal), as well as 
the creation of new city and modernization of an airstrip. CRSDA, an 
American design firm, received the contract to design the new city whose 
dimensions are not yet fixed. Under consideration for possible future 
realization are an ethylene cracker, polyethylene plant, and plastics, 
asphalt, lubricating oils and fiber plant factories. 


The Ruwais project has come under increasing local scrutiny, however. 

Its completion is within the UAE's financial reach but doubts about ade- 
quacy of markets, excessive duplication of Gulf industrial projects, and 
the unsettling effects on the local society of large numbers of foreign 
workers are gaining ground. It may be that only the gas gathering pro- 
ject and the refinery will ultimately be built. The downstream projects, 
in the absence of a UAE workforce, would require the semi-permanent 

import of enormous amounts of skilled and unskilled workers with attendant 
potential for social and political destabilization. 


Substantial Capital Goods to be Imported for Major Projects 


As large scale industrial, gas and oil projects at Ruwais, Jebal Ali and 
off-shore Abu Dhabi pass from design into the construction phase in the 





next several years, capital goods imports should remain the largest import 
item. Dubai's spending on the Jebal Ali port, industries - aluminum, gas 
and electricity - and infrastructure exceeded $1 billion in 1977. Another 
two billion dollars are slated for 1978-79 expenditure, much of which will 
be for capital goods. Government spending will continue to fuel aggregate 
domestic demand for the foreseeable future. Total government investment 
for social and industrial infrastructure and on industry itself will be in 
the $12-16 billion range over the coming five years. 


Imports after rising 30% in 1977 are expected to decline slightly in 1978 
to about $3.8 billion, with about 40-45% as capital goods for development 
projects. While import levels of consumer goods will also rise to meet 
more sophisticated demands, the key to import growth will be the capital 
goods market--which has seen its share rise from 26% of 1970 imports to 
42% in 1977. Japan, the United Kingdom, and the U.S. should, in this 
order, remain the UAE's principal suppliers. In 1977, Japan (202%), the 
U.K. (16%) and the U.S. (13%) accounted for almost half of UAE imports, 
and their share of the market should not be distinctively different in 
the future. West Germany, France and Italy should increase their market 
share in the coming years due to the very active presence of consultants 
from those countries in the Emirates. 


Excess Port Capacity Likely Burden for Economy 
Dubai, which handled about 2/3 of the UAE's 1977 imports will remain in 
the country's principal port of entry, but it faces stiff competition 
from Abu Dhabi and container and ro-ro ports in Sharjah. At present 
there is no waiting time at any UAE port and a substantial berth surplus 
is foreseen for the indefinite future. The UAE, or more specifically 
Dubai, launched a major port expansion program in the aftermath of the 
oil price rise boom. Now, the UAE has 50 berths but planned expansion 
will more than triple that number in several years. Some of these will 
be show-pieces. Jebal Ali's 74 berths will be the largest in the 

Middle East; Sharjah has the first specially designed container port in 
the Gulf and at Khor Fakkan the only UAE deep water terminal on the Gulf 
of Oman. If present port construction plans are realized, the UAE will 
have 40 percent of the Gulf's berthing capacity. 

Increased port efficiency has largely eliminated waiting time elsewhere 

in the Gulf and other Gulf states are also proceeding with their own port 
expansion projects; the Gulf region will soon be faced with a significant 
overcapacity - particularly in the UAE. The new Jebal Ali port facility is 
likely to be under-utilized as well as cut into the utilization of other 
emirate ports. 


Financial Growth Seen to Moderate 





Due to high import bills and a prospective $1.3 billion cut in oil exports, 
the UAE in 1978 will no longer be a significant BOP surplus country. The 
1977 estimated balance of payments figures show a striking decline in the 





BOP surplus. While the 1977 trade surplus remained stable at $5.4 billion, 
the "Other Current Account" and "Capital Accounts" sector grew from $3.4 
billion in 1976 to an estimated $4.3 billion in 1977 leaving only an esti- 
mated overall surplus of $1.3-1.4 billion. Given this year's oil pro- 
duction cut-back and the likelihood that oil production will not rise 
significantly in the next few years, the UAE can expect to enter a period 
where its export sales will be adjusted to cover its current expenditures 


and investment with its foreign exchange assets remaining essentially 
stable. 


Foreign aid is a substantial item in the overall UAE economy. All foreign 
aid derives from Abu Dhabi largesse, financed by its oil revenues. In 
1977, its foreign aid amounted to $1.2 billion or roughly 18% of Abu Dhabi 
Emirate's oil revenues. As Abu Dhabi oil revenue declines in 1978, it 

is quite likely that the foreign aid program will come under increasingly 
severe scrutiny and criticism. The foreign aid program did not appear 

in the 1978 federal budget, reverting to Abu Dhabi Emirate control, and 

no figures for estimated foreign aid in 1978 have been made public. 


['roubled Banking Sector Regains Balance 


UAE banks have gone through difficult times in late 1977 and early 1978. 
Defaults, slow payments and elusive debtors accompanied the business 
turndown. However, the loosening of bank credit in February 1978 has 
lightened considerably banker's gloom. Credit controls had been severe 

as part of the government's anti-inflation policy; in the fourth quarter 
of 1977, for example, domestic credit grew only 3.4% compared to 19.3% 

in the same period in 1976. Credit outstanding rose from $3.2 billion 

in 1976 to $4.7 billion in 1977, although much of the growth in the second 
half of 1977 was financed by borrowing from abroad and by the drawdown 

of foreign assets. 


The recent problems have shown that some of the banking sector's problems 
are structural and can be remedied only by regulation and changes in the 
size of banks. By any rational standards, the UAE is overbanked. Its 
small population is served by 51 banks operating 316 branches, or one 
bank or branch for every 2,350 inhabitants. Additionally, 11 banks 
possess restricted banking licenses and 10 representative offices have 
set up in the Emirates. Many poorly capitalized banks in this mix bor- 
row short on the interbank market and lend long. Since mid-1977 the 
straightened real estate market has put the smallest 25 banks, who 
together account for less than 5% of all deposits, in a particularly 
difficult position. 


The Currency Board's answer to banking sector instability has been to 
recommend the passage of a draft law establishing a strong Central Bank. 
The Currency Board, and most observers, look toward a sounder banking 
climate if a Central Bank is authorized to exercise strict supervisory 
control over banking operations. The draft law now under consideration, 
for example, would empower the Bank to require a $5.1 million minimum 
paid-in capital, to force mergers, to stop multiple bank directorships, 





to restrict banks' loans to their own directors, etc. Action is hoped 

for by the end of 1978. Some emirates who wish to control their own banks 
and foreign exchange positions are expected to press for a weakening of 
the proposed bank's authority and the final outcome of the inter-emirate 
political process involved is uncertain. 


IMPLICATIONS FOR THE UNITED STATES 


Ambitious technologically-oriented development goals coupled with the 
ability to pay, make the UAE an attractive market in which to sell U.S. 
goods and services. Emirate decision-makers are well disposed towards 
American people, institutions and products and relations at the personal 
as well as the governmental level are cordial. 


Major Projects Need Expertise and Capital Equipment: 





The execution of major projects in heavy, as well as light, industry and 
in infrastructure completion requires expertise and capital goods. The 
U.S. is in a good competitive position in both areas. The most fruitful 
markets in the next 6-12 months will be in consulting, construction 
management, and capital equipment sales for oil and gas projects, on and 
off-shore. Ruwais alone is expected to require 2,000 vendors working 
through six major sub-contractors. About 60% of the UAE imports (and 80% 
of imports from the U.S.) are in the SITC categories six and seven. 

Such products as tires, ceramic tiles; steel bars; angles; plate and 
pipe; worked aluminum; the broad range of electrical and non-electrical 
machinery, especially air-conditioning equipment; and transport equip- 
ment and chemicals are all in demand here. In these markets U.S. sup- 
pliers are well established. 


The communications industry offers enormous potential. The local company, 
Emirtel, plans to expand its phone system from the present 50,000 to 
400,000 by 1982. Additionally, telex lines are scheduled to increase 

from 3,000 to 16,000 in the same period. Emirtel is likely to look for 
very high technology equipment, such as Electronic Switching System (ESS) 
exchanges, in which the U.S. is very competitive. Other areas in which 
U.S. business had good possibilities are in franchise operations, water 
resources, industrial, fire and highway safety and in home and office 
furnishings. 





Local Borrowers Likely on International Markets 


Due to considerable planned expenditures in the next several years, 
various UAE or regional entities are likely to come to international 
markets to borrow. These include ADNOC and/or its joint venture associ- 
ates in Ruwais and Das Island and Upper Zakum, Dubai for Jebal Ali 
projects and perhaps its dry dock, and Sharjah and Ral al Khaimah and 
UAE corporations such as Emirtel. The Abu Dhabi projects will be 
seeking money, even though they might be fundable from local sources, 
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in order to impose a discipline on the projects and to avoid over-concen- 
tration of Abu Dhabi investment in the Emirate itself. The other emirates 
do not have the resources to finance their own ventures. While mandates 

to manage these borrowings may be sought by local or regional financial 
institutions such as the Abu Dhabi Investment Co. and the Gulf International 
Bank, these borrowings should also represent opportunities for U.S. finan- 
cial institutions. 


Investment Strategy Moves Out of Dollars 


The declining BOP surplus position means that UAE decision-makers will 

be more careful in choosing their investments, both at home and abroad. 
Prestige projects or investments have little chance when compared to 
those which can offer an attractive rate of return. Realism, rather than 
high-flown aspirations, should be the key to successful business with the 
UAE and emirate governments. 


Some priority is given to encouraging local investment and other Arab 
investment. However, sound, substantial investment opportunities are 
limited because of the small size and purchasing power of local markets; 
inadequate infrastructure, red tape and political instability in other 
Arab markets; and lack of both capable entrepreneurs and sophisticated 
investors. For these reasons, the UAE is receptive to holding external 
financial or equity investments. 


The choice of nations in which they maintain these investments will 
depend upon comparative inflation and currency rate changes. Due to 

the size of U.S. markets, our recent record on inflation, political 
stability and good bilateral relations, UAE authorities have shown them- 
selves quite interested in U.S. holdings. However, recent weakening of 
the dollar has caused the UAE as an investor to attempt to transfer its 
financial holdings out of the dollar and into yen and DM, and this trend 
is likely to continue. While at the end of 1976 more than 70% of UAE 
holdings were in dollars; by mid-1978 perhaps only 40% remain in dollars. 
Investment portfolios are in high-quality US bonds, cash in short term 
deposits, precious metals, equities and property. Property investments 
are considered attractive but difficult to find. The corollary, of 
course, of the declining dollar is that American purchases are relatively 
cheaper. The tendency, however, among the Abu Dhabian leadership is to 
observe that the best investment that they can make is to leave their oil 
in the ground to appreciate. 


Trend to More Nationalistic Business Climate 





In the aftermath of the credit squeeze in May 1977 and subsequent reces- 
sion, a rethinking has been going on at the Federal level about expensive 
prestige projects which require considerable numbers of expatriates to 
operate. In a country where perhaps 80% of the population are foreigners, 
the idea of willingly embarking on a course of development which would 
place the local population even more in a minority is steadily losing its 





appeal to most citizens. These sentiments are strongest in Abu Dhabi where 
the vast oil reserves and strong traditional influences have led to a 

more nationalistic business climate. A striking recent example of this 
spirit is the Abu Dhabi requirement that petroleum contracting and supply 
companies doing business in Abu Dhabi establish an operating base within 
the emirate. A base elsewhere in the UAE will not satisfy the stipulation. 


It is now apparent that significant foreign investment or involvement in 
Abu Dhabi is not encouraged except on a clearly subordinate basis. Other 
emirates do not share these sentiments. Their best hope for growth lies 
in making themselves attractive places for foreigners to do business; as 
an entrepot like Dubai, an off-shore financial and services center like 
Sharjah, or a tourist center like Fujairah. The trend in Abu Dhabi and 
in the Federal Government, however, is clearly to shift final decisions 
in all operating spheres to economic life into local, or at least Arab 
hands. Firm local control over the direction of development is the goal. 


The U.S. stake in a more nationalistic business climate in the UAE is 
relatively small. The target sectors of the economy in this campaign are 
local trading, contracting and finance operations. The U.S. presence in 
the UAE is in high-technology petroleum and high-skill service industries, 
neither of which are suitable candidates for rapid nationalistic endeavor 
assuming that the overall moderate policies pursued by Shaikh Zayid con- 
tinue. Willingness to be peripheral advisors or to put up equity on a 
subordinate basis in a joint venture is very well received; American 
companies who are able to accommodate themselves to this trend will find 
increasing success. 
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